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Bids to run casinos will be opened in January
The Treasury Ministry announced in early January that bids for 20-year concessions to run stateowned gambling casinos currently managed by Casinos Nacionales will be opened on Jan. 15. The
government set the base price for casinos in the Panama and Nacional hotels, both in David in
western Panama, and for the casino in the Washington Hotel in the Pacific port city of Colon, at US
$3.3 million each. The base price for casinos in the Caesar Park, Riande Continental, and Riande
Granada hotels, located in Panama City, is US$3 million.
Casinos Nacionales earns about US$7 million per year, but the government says the figure could
triple under private operation and is therefore expecting bids much higher than the base price.
Alfredo Macia, director of the Unidad Coordinadora para el Proceso de Privatizacion (PROPIVAT),
says the concessions are part of an effort to build up tourism. The government says it will also accept
proposals for building new casinos. Interested investors, however, must construct a tourist hotel of
at least 300 rooms to house each new casino. That would raise the cost of opening a new casino to
between US$25 million and US$30 million.
This is the second attempt to privatize the casinos. Bidding in December 1997 was canceled because
the offers were below the government's base price. However, the Treasury Ministry accepted a US
$20.1 million offer by the Spanish firm Gaming and Service de Panama to operate 14 slot-machine
rooms in various Colon and Panama City hotels. The bid was US$7 million above the base price. The
government still must resolve the problem of compensating casino workers, who will face layoffs
once the casinos are transferred to the private sector.
Although no law guarantees any special compensation other than vacation time, the government
and Casinos Nacionales agreed to an US$8.5 million indemnization package for the 1,300 casino
workers. To date, only part of the indemnization has been paid. Jilma Barria de Caceres, president
of the Asociacion de Empleados de los Casinos Nacionales, said the union had rejected the
government's package and asked for negotiations. The union says the package includes US$2
million for back pay that Casinos Nacionales owes its workers, leaving only US$6.5 million for
indemnization. Negotiations with the administration failed to produce any increase in the package,
and, in mid-December, the government abruptly canceled further talks.

Rail concession requires land already given away in port deal
The Kansas City Southern Rail Company will receive a 50- year concession to operate the
unprofitable state-owned Ferrocarril de Panama, but the deal is snagged on a land issue involving
the earlier privatization of two ports. Hugo Torrijos, director of the Autoridad Portuaria Nacional
(APN), announced in early January that negotiations with the US-based rail company have been
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completed and that the agreement will soon go to the Legislative Assembly for approval in a special
session. Not all the details were released, but under the agreement, Kansas City Southern will invest
US$70 million to upgrade the railroad. It will expand rail service to the Colon Free Zone and develop
infrastructure along a band 30 km wide on each side of the present right of way. The company is
obligated to pay 5% of its earnings to the government until it recovers its original investment, and
10% thereafter.
Ferrocarril de Panama has an operating budget of US$2.7 million, but earns only about US$600,000.
According to Torrijos, the railroad's 231 employees will receive an indemnization package of
US$6 million plus an additional sum to cover back pay. Despite the completion of negotiations,
privatization could be held up until land problems stemming from the privatization of the Pacific
port of Balboa and the Caribbean port of Cristobal are resolved. In 1996, the Hong Kong-based firm
of Hutchinson International Terminal offered annual payments of US$22.2 million to operate the
two ports through its subsidiary Panama Ports.
As part of the concession, the company received 43 hectares of land on which to build a containerstorage area. The land was then part of Albrook Air Force Base near the Pacific entrance to the
canal (see NotiCen, 09/05/96). The government now needs 17 ha of that parcel for use by Kansas
Southern in the railroad concession. Port Authority (APN) director Torrijos said in November that
negotiations with Kansas Southern and Hutchinson over the parcel were about to conclude. The key
to settling the issue is a government offer to compensate Hutchinson for the parcel by allowing it to
fill in the space between piers at Balboa for the container area, deducting the cost from its annual
payments to the government. But Hutchinson, heavily involved in construction of a new terminal
at Balboa, has yet to agree and says it needs US$60 million for the landfill project, plus additional
compensation ranging as high as US$275 million.

Opposition calls for investigation of Hutchinson concession
For the past six months, opposition-party leaders have accused the government of negligence
or outright fraud in the 1996 Hutchinson port concession. Partido Arnulfista legislators want to
know why the government is offering US$60 million to buy back land which it now appears should
never have been included in the port-concession agreement. Comptroller Aristides Romero said
in August that he would review the concession to see if "culpable omissions" are found. His report
has not yet been issued. Victor D'Anello, former director of Ferrocarril de Panama, accused Port
Authority director Torrijos and the other principal negotiators in the port concession of bungling the
complex privatization deals. "They put the oxen behind the cart and in their haste did everything
backwards," said D'Anello.
As an example of botched negotiations, he recalled that in an early draft of the rail contract, Kansas
City Southern would have received so wide a swath along the right of way that it could have run its
operation through the canal locks, violating environmental laws protecting the canal's basin from
deforestation. In testimony before the Assembly's Trade Committee, Torrijos took responsibility
for the Hutchinson negotiations but shifted responsibility for signing and approving the contract to
the Cabinet, the comptroller, and the Assembly. He denied any errors in the negotiations and said
the problem arose because Kansas City Southern asked for an additional 17 ha after the Hutchinson
contract was signed. His explanation did not satisfy some observers who noted that the 43 ha given
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to Hutchinson included 26 ha the government needs for the relocation of the Paitilla airport and a
shopping center. At the time of the port concession, questions were raised about the last-minute
choice of Hutchinson's bid over lower bids that were considered more realistic given the ports'
operating costs and profit expectations.
Hutchinson's bid was more than twice that of runner-up Kawasaki-Cooper T. Smith, whose
spokesperson warned that to turn a profit after making its annual payment to the government
Hutchinson would have to cut wages or raise user fees. It now appears likely that the government
will have to compensate Hutchinson by foregoing three or more annual payments or tolerate
some combination of cost cuts and fee increases, which could hurt port operations. In October, a
report by the US Federal Maritime Commission indicated that in the first round of bidding, the
government offered a secret deal to the leading bidder, a US- based consortium headed by Motores
Internacionales (MIT).
The consortium was offered a contract to build a new Pacific port in exchange for dropping out of
the bidding. Pacific port. Hutchinson was then promised the Balbao and Cristobal port contracts
if it would double its bid. The secret deal fell apart when Hutchinson learned about it. While the
report does not directly accuse the Panamanian government of deliberately undermining the US
consortium's bid, it does suggest that Hutchinson's knowledge of the secret plan to manipulate the
bidding could have given it leverage in prying additional concessions from government negotiators.
[Sources: La Prensa (Panama), 08/20/97, 08/14/97; Reuter, 10/31/97; El Panama America, 05/21/97,
08/14/97, 08/15/97, 08/21/97, 08/26/97, 08/29/97, 09/02/97, 09/17/97, 10/23/97, 11/21/97, 12/17/97,
01/03/98, 01/04/98, 01/05/98]
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